









Aoßt 1995Ce document est publiØ dans l￿intention de rendre accessible les rØsultats prØliminaires de la recherche
effectuØe au CIRANO, afin de susciter des Øchanges et des suggestions. Les idØes et les opinions
Ømises sont sous l￿unique responsabilitØ des auteurs, et ne reprØsentent pas nØcessairement les
positions du CIRANO ou de ses partenaires.
This paper presents preliminary research carried out at CIRANO and aims to encourage
discussion and comment. The observations and viewpoints expressed are the sole responsibility
of the authors. They do not necessarily represent positions of CIRANO or its partners.
CIRANO
LeCIRANO estunecorporationprivØe￿but non lucratif constituØe en vertu de la Loi
des compagnies du QuØbec. Le financement de son infrastructure et de ses activitØs
derechercheprovientdescotisationsdeses organisations-membres, d￿une subvention
d￿infrastructure du ministŁre de l￿Industrie, du Commerce, de la Science et de la
Technologie, de mŒme que des subventions et mandats obtenus par ses Øquipes de
recherche. La SØrie Scientifique est la rØalisation d￿une des missions que s￿est
donnØes le CIRANO, soit de dØvelopper l￿analyse scientifique des organisations et des
comportements stratØgiques.
CIRANO is a private non-profit organization incorporated under the QuØbec
Companies Act. Its infrastructure and research activities are funded through fees
paid by member organizations, an infrastructure grant from the MinistŁre de
l￿Industrie, du Commerce, de la Science et de la Technologie, and grants and
research mandates obtained by its research teams. The Scientific Series fulfils one
ofthe missions of CIRANO: to develop the scientific analysis of organizations and
strategic behaviour.
Les organisations-partenaires / The Partner Organizations
￿MinistŁre de l￿Industrie, du Commerce, de la Science et de la Technologie.





￿UniversitØ du QuØbec ￿ MontrØal.
￿Bell QuØbec.
￿La Caisse de dØp￿t et de placement du QuØbec.
￿Hydro-QuØbec.
￿FØdØration des caisses populaires de MontrØal et de l￿Ouest-du-QuØbec.
￿TØlØglobe Canada.
￿SociØtØ d￿Ølectrolyse et de chimie Alcan LtØe.
￿Avenor.
￿Service de dØveloppement Øconomique de la ville de MontrØal.
ISSN 1198-8177This is a revised version of Chapter 3 of my Ph.D. thesis. I am greatly indebted to Jacques Robert, Michel
%
Poitevin and Thomas Lemieux for their support and the highly stimulating discussions on this paper. I also
thank Marcel Dagenais, Timothy Fisher, Jean-Jacques Laffont, Claude Montmarquette, Benoit Papillon and
Pascale Viala for their comments and advices and StØphanie Lluis for her technical assistance. I thank the
Bankruptcy Branch of the Department of Industry and Science Canada for making available the data used
in the study. Errors and omissions are the responsibility of the author.
CIRANO and UniversitØ de MontrØal.
￿
Signaling in Financial Reorganization:





Cet article propose un modŁle de comportement de la firme en
rØorganisation financiŁre dans lequel la structure du contrat de rØorganisation, et
plus particuliŁrement la rØpartition entre les paiements comptants et diffØrØs, est
utilisØe afin de transmettre de l￿information aux crØanciers non-informØs sur la
viabilitØ de la firme. Les prØdictions du modŁle sont testØes ￿ l￿aide d￿une banque
de donnØes originale de 393 entreprises canadiennes en rØorganisation financiŁre.
L￿analyse empirique confirme que la probabilitØ de succŁs en rØorganisation
augmente avec la proportion des paiements ￿ court terme (3 ￿ 6 mois) aux
crØanciers non-garantis, aprŁs avoir contr￿lØ pour la contrainte de liquiditØ des
entreprises. De plus, la probabilitØ d￿acceptation d￿une proposition par les
crØanciers non-garantis augmente avec la proportion des paiements comptants
(1 mois) et la probabilitØ de succŁs de la proposition telle qu￿anticipØe par les
crØanciers.
This article proposes a signaling model of financial reorganization
in which the firms use the provisions of the reorganization proposal, in
particular the split between short term cash and deferred payments, to signal
their viability to uninformed unsecured creditors. The empirical analysis based
on an original data set of 393 Canadian firms in reorganization confirms that the
probability of success in reorganization increases with the proportion of short
term cash payments (3 to 6 months) to unsecured creditors, when controlling for
the fact that firms are cash constrained. Also, the probability of acceptance of
a proposal by unsecured creditors increases with the proportion of up-front
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